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Weekly Market Guide

After flirting with a breakout above resistance at 4200 (a level that has capped the index this year), the S&P 500 has pulled back

slightly in recent days. With plenty of headwinds (i.e. debt ceiling negotiations, inflation, Fed policy, economic concerns) playing

out in front of us, along with very narrow market leadership since March, choppiness is still the highest likelihood. We continue

to believe that sustained market upside is going to be difficult without inflation much lower than it is currently.

The reason is because as we get better-than-expected economic data (like recently), it likely emboldens the Fed to be

tighter with monetary policy. This will act with a lag on economic growth in the future and put upward pressure on interest

rates- all of which should act as a headwind to equities. So the path ahead likely stays volatile with potential range-bound trading

as the narrative shifts over time. The playbook remains to not chase with marginal cash balances, and to use the drawdown

periods as longer-term opportunity.

Through the noise of the past couple weeks, interest rates have crept higher (to their highest level since banking fears

were spurred in early March). Bond yields have held a strong inverse correlation to equities (in particular Technology stocks)

over the past couple of years. And we believe this relationship is likely to result in some air being taken out of the Tech

heavyweights. Participation has gotten increasingly narrow, and we note a small number of mega-cap Tech stocks have now

accounted for roughly all of the S&P 500’s performance year-to-date. Ideally, we would see some rotation back into some of the

more beaten-up, economic-sensitive areas if a pullback transpires.

Mixed signals are everywhere, and the Fed’s messaging is playing a large part. On the one hand, the Fed wants to end high

inflation- and market expectations have risen to ~50/50 odds of a 25bps hike by the end of July. On the other hand, the Committee

is also publicly forecasting a recession in late 2023, influencing market expectations for cut(s) by year-end. The Fed would like to

hike and hold for a prolonged period, but have also shown their willingness to support significant economic concern (i.e. bank

liquidity issues). This balancing act supports our rangebound view for now. But ultimately, the Fed is sacrificing short-

term pain for long-term gain. Long-run inflation expectations are anchored and at levels that support elevated market

valuations in the outlook.

In sum: Expect back-and-forth trading to continue (and short-run risk/reward is likely skewed toward the downside), but we

view weakness as long-term opportunity.
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FED EXPECTATIONS 
 

Mixed signals are everywhere, and the Fed’s messaging is playing a large 
part.  On the one hand, the Fed wants to end high inflation- and market 
expectations have risen to ~50/50 odds of a 25bps hike by the end of 
July.  On the other hand, the Committee is also publicly forecasting a 
recession in late 2023, influencing market expectations for cut(s) by year-
end.   
 
The Fed would like to hike and hold for a prolonged period, but have also 
shown their willingness to support significant economic concern (i.e. 
bank liquidity issues).  This balancing act supports our rangebound view 
for now.  But ultimately, the Fed is sacrificing short-term pain for long-
term gain.  Importantly, long-run inflation expectations are anchored 
and at levels that support elevated market valuations in the outlook.     
 
Upcoming economic data that will factor into Fed expectations ahead of 
the 6/14 FOMC Meeting include: 5/26 April Core PCE (Fed’s favored 
inflation measure), 5/31 April JOLTS Job Openings, 6/1 May ISM 
Manufacturing (6/5 Services), 6/2 May Jobs report, 6/13 May CI, 6/14 May 
PPI, banking stress (ongoing), debt ceiling negotiations (ongoing).   

Source: FactSet, Bloomberg 

Jobless claims 
are starting to 
trend higher 

Market expectations do not 
show long-term concern on 

inflation-> big deal for 
equity valuations long-term 

Event Period Actual Consensus Surprise Prior 

Continuing Jobless Claims SA 05/06  1,799K  1,829K  -30.0K  1,807K

Initial Claims SA 05/13  242.0K  255.0K  -13.0K  264.0K

Philadelphia Fed Index SA MAY  -10.4  -18.5  8.1  -31.3

Existing Home Sales SAAR APR  4,280K  4,300K  -20.0K  4,430K

Leading Indicators SA M/M APR  -0.60%  -0.50%  -0.10%  -1.2%

Building Permits SAAR (Final) APR  1,417K  -  -  1,416K

PMI Composite SA (Preliminary) MAY  54.5  51.7  2.8  53.4

Markit PMI Manufacturing SA (Preliminary) MAY  48.5  50.0  -1.5  50.2

Markit PMI Services SA (Preliminary) MAY  55.1  52.6  2.5  53.6

New Home Sales SAAR APR  683.0K  660.0K  23.0K  656.0K

Richmond Fed Index MAY  -15.0  -9.0  -6.0  -10.0

Inflation 
Expectations 

Mixed signals everywhere you look 

Market puts ~50/50 odds of a hike by July, followed by cut(s) by year-end 
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ROAD AHEAD: NARRATIVE SHIFT AFTER NARRATIVE SHIFT 
 
Through the noise of the past couple weeks, interest rates have crept higher 
(to their highest level since banking fears were spurred in early March).  
Better-than-expected economic data recently (which is inflationary) likely 
emboldens the Fed to be tighter with monetary policy, as the Committee 
aims to end high inflation.  This puts upward pressure on interest rates, 
which has acted as a headwind to equities over the past couple of years.  With 
the S&P 500 at the upper end of its range (~4200) and bond yields moving 
higher, this factors into our stance for short-term patience.  The path ahead 
likely stays volatile with potential range-bound trading as the narrative shifts 
over time.  The playbook remains to not chase with marginal cash balances, 
and to use the drawdown periods as longer-term opportunity. 
 

Source: FactSet 

2Yr Yield: gauge of 
Fed expectations 

10Yr Yield 

Bond Yields 
creeping higher 

S&P 500 
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“AVERAGE STOCK” AND TECH APPEAR TO BE IN TWO 
DIFFERENT MARKETS 
 
Market participation continues to be very narrow with performance being 
dominated by the Technology heavyweights.  For example, the equally-
weighted S&P 500 index is exactly flat year-to-date, whereas the S&P 500 is up 
8%.  Roughly all of the index’s return can be attributed to just 7 Tech-oriented 
stocks (which make up ~20% of the S&P 500’s market cap).  This is not an ideal 
technical backdrop, as healthy bull market moves are often fueled by broad-
based participation.   

Source: FactSet 

S&P 500 
(Equal-Weight) 

Technology 

Weight YTD Estimated

S&P 500 Name 1/1/2023 Return Contribution

AAPL Apple Inc. 6.0% 32.4% 1.951%

MSFT Microsoft Corporation 5.5% 32.0% 1.774%

NVDA NVIDIA Corporation 1.1% 110.0% 1.242%

META Meta Platforms Inc. Class A 0.8% 105.0% 0.881%

AMZN Amazon.com, Inc. 2.3% 36.9% 0.852%

GOOGL Alphabet Inc. Class A 1.6% 38.9% 0.636%

GOOG Alphabet Inc. Class C 1.5% 38.9% 0.567%

TSLA Tesla, Inc. 1.0% 50.8% 0.521%

3/9 Banking 
issues 
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NASDAQ COMPOSITE vs. 10-YEAR YIELDS 
 
Bond yields have held a strong inverse correlation to equities (in particular Technology stocks) over the past couple of years.  So the recent rise in yields, in 
conjunction with higher Technology-oriented stocks, comes at odds.  We have seen this divergence once before this year, and it ultimately led to some give-back 
in Tech stocks.  With Tech getting extended in the short-term, we believe this relationship is likely to result in some air being taken out of the Technology space.  
Ideally, we would see some rotation back into some of the more beaten-up, economic-sensitive areas if this transpires. 

Source: FactSet 

10Yr Yield 

Nasdaq Composite 

-0.85 correlation 

Reverse Drawing of 
10Yr Yield for 
Illustrative Purposes 

We’ve seen this once 
this year already 
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BOND YIELDS AND VALUATION 
 
Bond yields have also played a significant influence on S&P 500 P/E multiples 
over the past two years (90% inverse correlation).  So the recent rise in bond 
yields likely puts some downward pressure on multiples in the short-term.  
This is a big deal, as multiple expansion is typically what drives market returns 
out of recessionary bear markets.  As you can see (bottom right chart), by the 
time earnings trough, P/E multiples are usually significantly higher and 
equities well off their lows as investors discount the future earnings recovery.  
Over the next 12 months, we believe multiples and markets will be higher as 
investors gain further clarity on inflation and the economy (how much damage 
was done).  But we do not believe we are at that glide-path higher phase yet, 
and bond yields offer some indication on short-term trends.  For now, back-
and-forth trading is our expectation. 

Source: FactSet (M23-206282) 

10-Year 
Yield 

S&P 500 
forward P/E 

multiple 

90% inverse 
correlation 

S&P 500 
Earnings 

S&P 500 
P/E 

S&P 500 

Valuation often bottom well ahead of 
the economy and earnings in 

recessions-> stocks discount the future 
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IMPORTANT INVESTOR DISCLOSURES

Gibbs Capital Management, a division of Eagle Asset Management ( Eagle) a wholly-owned subsidiary of Raymond James Investment management.

All expressions of opinion in the foregoing reflect the judgment of Gibbs Capital Management and are subject to change without notice. Information in this report has been
obtained from sources considered reliable, but we do not guarantee its accuracy, completeness, or timeliness. Content provided herein is for informational purposes only and
should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security outside of a managed account. This should not be
considered forward looking and does not guarantee the future performance of any investment.

It is important to review the investment objectives, risk tolerance, tax objectives and liquidity needs before choosing an investment style or manager. All investments carry a
certain degree of risk, including loss. There is no assurance that any strategy will be successful, and no one particular investment style or manager is suitable for all types of
investors. Indices are not available for direct investment. Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce
returns. Asset allocation and diversification does not ensure a profit or protect against a loss.

Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and their products and services may be subject to
rapid obsolescence. There are additional risks associated with investing in an individual sector, including limited diversification.

Commodities and currencies investing are generally considered speculative because of the significant potential for investment loss. Their markets are likely to be volatile and
there may be sharp price fluctuations even during periods when prices overall are rising.

Links to third-party websites are being provided for informational purposes only. Gibbs Capital Management is not affiliated with and does not endorse, authorize, or sponsor
any of the listed websites or their respective sponsors. Gibbs Capital Management is not responsible for the content of any third-party website or the collection or use of
information regarding any websites users and/or members.

Index Definitions

The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.

The NASDAQ Composite is a stock market index of the common stocks and similar securities listed on the NASDAQ stock market.

The MSCI World All Cap Index captures large, mid, small and micro-cap representation across 23 Developed Markets (DM) countries. With 11,732 constituents, the index is
comprehensive, covering approximately 99% of the free float-adjusted market capitalization in each country.

The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance,
excluding the United States & Canada. The EAFE consists of the country indices of 21 developed nations.

The MSCI Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index's three largest industries are materials,
energy, and banks.

The Russell 2000 index is an index measuring the performance of approximately 2,000 smallest-cap American companies in the Russell 3000 Index, which is made up of 3,000
of the largest U.S. stocks.

The NYSE Alerian MLP is the leading gauge of energy infrastructure Master Limited Partnerships (MLPs). The capped, float-adjusted, capitalization-weighted index, whose
constituents earn the majority of their cash flow from midstream activities involving energy commodities, is disseminated real-time on a price-return basis (AMZ) and on a
total-return basis (AMZX).

The Barclays Intermediate Government/Credit Bond index measures the performance of U.S. Dollar denominated U.S. Treasuries, government-related and investment grade
U.S. corporate securities that have a remaining maturity of greater than one year and less than ten years.
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The Euro Stoxx 50 Index is a market capitalization weighted stock index of 50 large, blue-chip European companies operating within Eurozone nations. Components are
selected from the Euro STOXX Index which includes large-, mid- and small-cap stocks in the Eurozone.

The China CSI 300 is a capitalization-weighted stock market index designed to replicate the performance of top 300 stocks traded in the Shanghai and Shenzhen stock
exchanges. It had a sub-indexes CSI 100 Index and CSI 200 Index.

The S&P 500 Futures is a capitalization-weighted index of 500 stocks. The index is designed to measure performance of the broad domestic economy through changes in the
aggregate market value of 500 stocks representing all major industries.

The DJIA Futures is a stock market index futures contract traded on the Chicago Mercantile Exchange`s Globex electronic trading platform. Dow Futures is based off the Dow
30 stock index.

The Nasdaq 100 Futures is a modified capitalization-weighted index of the 100 largest and most active non-financial domestic and international companies listed on the
NASDAQ.

Europe: DAX (Deutscher Aktienindex (German stock index)) is a blue chip stock market index consisting of the 30 major German companies trading on the Frankfurt Stock
Exchange.

Asia: Nikkei is short for Japan's Nikkei 225 Stock Average, the leading and most-respected index of Japanese stocks. It is a price-weighted index composed of Japan's top 225
blue-chip companies traded on the Tokyo Stock Exchange.

Keep in mind that individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment
performance. Individual investor's results will vary. Past performance does not guarantee future results. Future investment performance cannot be guaranteed, investment
yields will fluctuate with market conditions.

 

PAGE 8 OF 8


	Important Disclosures

